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Abstract
Creative accounting represents the way in which professional accountants, based on their
knowledge, perform certain misconducts with the purpose of manipulating the figures in
the annual accounts. Apparently the things are all right, but in reality the principles of
accounting  are  completely  left  aside.  The  consequences  are  multiple,  and  we  may  cite
among them tax dodging.
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1. Creative accounting between permissibility and illegality
Many a time accounting uses the financial situations with the purpose of
creating a more favourable image for the company, which they present to different
categories of users of accounting information who have certain interests within the
firm. The accounting principles play an essential part in achieving this goal due to
the  fact  they  leave  room  for  interpretation  as  regards  their  applicability.
Remodelling financial situations for the interest of the enterprise bears the name of
creative accounting.
The  concept  of  creative  accounting  describes  the  way  in  which  the
accounting professionals use their knowledge with the purpose of manipulating the
figures from the annual accounts. In the literature various definitions were given
for creative accounting, and we shall list some of them.
Jameson  stated  that:  “The  accounting  process  supposes  operating  with
different opinions and solving the conflict among them in view of presenting the
results  generated  by  transactions.  Such  flexibility  facilitates  manipulation,
deception  and  misrepresentation. These  activities,  practised  by  some  less
scrupulous  members  of  the  profession,  begin  to  be  known  under  the  name  of
creative accounting... There is no doubt about the negative character of creative
accounting. It distorts the results and financial position related to the company...
[1]”.
Trotman  is  somewhat  more  indulgent  with  those  who  make  appeal  to
creative accounting, claiming that it is merely a communication technique aiming
at enhancing the information provided to investors. [2]
Teller and Raybaud express the following conception regarding creative
accounting: “the practices of accounting information, often on the edge of legality,
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normalisation,  attempt  to  embellish  the  image  of  their  financial  position  and
economic and financial performances ”. [3]
Naser offers perhaps one of the most comprehensive definitions of creative
accounting: „1) the process by which, given the existence of some breaches in the
rules, the accounting figures are manipulated and, taking advantage of flexibility,
those measuring and information practice are chosen which allow the turning of
synthesis documents from what they should be in what the managers desire; 2) the
process by which transactions are structure so that they allow the “manufacturing”
of the desired accounting result”.
The reasons why one resorts to creative accounting are numerous. Without
attempting to find excuses for those who do it, we may affirm that resorting to
creative accounting is somewhat due also to the permissiveness or ambiguity of the
legislative frame. The accounting professionals use each escaping gate in order to
reach their goal.
For  instance,  an  important  factor  of  influence  may  be  considered  the
company’s policy. If the  managers’ remunerations  are  calculated in accordance
with  the  accounting  result,  then  managers  are  tempted  to  resort  to  diverse
techniques in order to maintain this result as high as possible, ignoring its long-
term  consequences. If  the  accounting  result is  above  the  set  average,  then  the
overplus is distributed for the increase of future bonuses. If the result is below the
set average, then one resorts to the “big bath” procedure, which refers to the fact
that in the year when a loss is registered, managers major the respective loss by
including all future probable losses, which will allow the presentation of some high
gains in the years to follow. The persons who resort to creative accounting attempt
to delay the recognition of losses as long as possible. Managers are also motivated
to opt for creative accounting and in the situation when this contributes to the
safety of his position, if he obtains  a  share of the  profit. We  may affirm that,
indirectly, managers are suggested by the shareholders or partners, through these
advantages, to apply techniques of creative accounting.
Another case when one resorts to the application of creative accounting is
the moment when the company needs loans. If in some contracts a restriction was
set as regards the total of the amounts borrowed by a company (which is obtained
as multiple of social capital and reserves), then one resorts to accounting method
meant to major the accounting result and reserves, or one use financing techniques
outside the balance sheet. Sweeney affirmed that companies in advance state of
indebtment are two or three times more susceptible than the other companies to
change these accounting policies in view of majoring the result.
We  may  include  even  the  state  in  the  motivational  compound.  For
example, if an enterprise has an engagement based on a share of the profit, then it
is tempted to diminish the result. As the state establishes which are the maximum
amounts  that  may  be  spent,  and  diminishes  the  amount  of  the  profit  is  high,
companies are tempted to used accounting methods meant to reduce the result.
The companies quoted at the stock exchange too make appeal to creative
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the other, and prefer to present a constant situation, a slight increase of profit from
one year to the next, and this is done by “levelling” the results, which supposes the
use of certain techniques (finding of provisions, revenues and expenses in advance,
of  change  of  methods  and  accounting  estimations...)  in  order  to  downsize  the
deviation of the published result from the amount considered normal or expected.
Another  situation  of  using  creative  accounting  is  when  one  chooses  to
postpone the recognition of part of the profit earned in order to cover, in the future
budgetary years, possible unforeseen costs.
The  specialised  critics  think  that  only  incompetent  managers  resort  to
creative accounting. It is considered that they surrender to personal interests to the
detriment of the interests of the economic entities. One normally ends up using
creative accounting when the company has not achieved satisfactory performances.
Being unable to assume the risk that suppliers cease to grant commercial credits,
that creditors reduce the reimbursement deadlines, that customers search for other
suppliers, the management decides to apply techniques of creative accounting.
We  may  claim  that  one  resorts  to  creative  accounting  the  moment  the
economic entity is at a loss, when it is haunted by the spectre of failure.
The most despairing thing is that the use of creative accounting is very
difficult, perhaps even impossible to detect. The only places containing information
about the way the financial situations are elaborated are the enclosures, but we
must remain aware of the fact that no accountant will mention in the accounting
enclosure that he or she has applied techniques of creative accounting.
Some of the effects of applying creative accounting are the following:
- Increasing or diminishing expenditure. This is possible due to the fact that
accounting  regulations  leave  room  for  interpretation  as  regards  the
quantification of expenditure belonging to a certain budgetary year;
- Majoring  or  reducing  revenues.  The  manipulation  of  revenues  may  be
achieved  with  the  help  of  the  caution  principle.  The  operation  of
recognition of revenues may be slowed down or sped up, depending on the
companies' needs;
- Increasing or diminishing assets. The assets may be manipulated by the
process of stock evaluation. The company may choose any of the available
methods  for  stock  evaluation  (FIFO,  LIFO,  CMP).  The  value  obtained
from the use of one or the other of the methods may be different, and thus
the enterprise opts for the method that is the most favourable for it. the
effect of using these methods, from the viewpoint of creative accounting,
has the role to influence the profit and loss account;
- The  manipulation  of  the  information  presented  in  the  enclosure.  In  the
enclosures  elaborated  and  annexed  to  the  financial  situations  there  are
certain parts where one may include more or less information. Due to this
thing, the accountant may decide to omit certain relevant data that could
affect the decision-making capacity of the external users.
It is the omissions from the legal stipulations that allow this phenomenon.
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finical situations imposed by the very accounting norms are a plausible excuse for
the  adepts  of  this  phenomenon.  We  may  only  resort  to  the  practitioners’  ethic
principles  as  regards  the  observance  of  accounting  principles.  It  is  left  to  the
latitude of each and every practitioner if the estimations and predictions he has to
make are made according to the law or in the company’s interest, if he is objective
or subjective when elaborating the financial situations.
2. Creative accounting as source of tax dodging or fiscal evasion
As  we  mentioned  above,  creative  accounting  represents  a  modalities  of
“doctoring” or embellishing the financial situations and reports, more precisely of
economic  reality,  with  the  purpose  of  presenting  a  favourable  image  of  the
economic entity’s financial performances and performances.
“Tax dodging is avoiding by any means, entirely or partially, to pay taxes
and other amounts due to the state budget, local budgets, the budget of state social
security funds and other special extra-budgetary funds by natural and legal persons,
either Romanian or foreign, called tax-payers.” [1].
Like in the case of creative accounting, we may not blame the imperfection
of the legislative frame, but we must admit that because of the gaps in legislation
the persons may resort to fiscal manipulation in their own interest.
A natural or legal person may resort to tax dodging for various reasons. As
there are two types of fiscal evasion, i.e. legal and illicit, the reasons for resorting
to tax dodging are different too. Some reasons are illegal, others are quite legal, but
from the moral, ethical point of view they are inappropriate.
Illicit tax dodging may take several forms:
1. The traditional fraud is characterised by the partial or total avoidance to
pay one’s fiscal obligations. This is done by elaborating and presenting
false documents or even by not presenting the documents required by the
legislation.
2. The legal fraud consists in hiding certain contracts with the purpose of
escaping some fiscal obligations.
3. The accounting fraud is perhaps the most difficult to detect, because of the
multitude  of  documents  used.  It  consists  in  using  forged  documents,
embellishment of balance sheet, keeping two books in parallel, one real
and the other fictional.
4. The  fraud  by  evaluation  consists  in  reducing  the  value  of  the  stocks
assessed.
The practice comprises various operations related to fiscal evasion. Perhaps
one of the most frequently encountered example available to those who resort to
tax dodging is to elaborate forged fiscal declarations or even the failure to present
fiscal declarations. Another usual operation is to diminish cashing-ins in order to
reduce the VAT and at the same time reducing the taxable profit. This is done by
cashing-ins without receipt or sales without invoice. It is also customary to major
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performed by including in the category of exploitation expenditure the personal
expenses,  exaggerated  publicity,  false  expenses  and  others. For  instance,  a
company  may  avoid  the  payment  of  the  tax  on  benefits  if  it  operates  as  an
association  with  lucrative  purpose.  Another  eloquent  example  may  be  when  a
company  with  fiscal  obligations  declares  its  bankruptcy,  and  later  on  a  new
company appears, led by the same owners as those of the former company declared
bankrupt.
These are the most frequently seen examples of fiscal evasion. However
there  are  examples  of  tax  dodging  which,  from  the  ethical  viewpoint,  may  be
considered  not  only  immoral,  but  also  degrading.  For  example  certain  social
categories  such  as  the  war  veterans,  revolutionaries,  former  political  detainees,
handicapped persons, repatriates, even non-profit associations, are exempt from the
payment of the tax on real estate properties. Thus, some persons who own such a
property register it in the name of a relative who benefits from this tax exemption,
although  that  person  has  in  fact  no  relation  with  the  building  or  the  benefits
obtained from it. There are persons who take advantage also of the fact that the
legislation  favourable  stipulations  for  some  special  regime  areas,  free  zones,
defavoured regions, and established the headquarters of their private companies in
these areas, only to benefit form certain advantages.
It is true we cannot put an equality sign between creative accounting and
tax dodging. Although part of tax dodging may be considered “legal” only because
it is hidden behind the legislative omissions, it may be sanctioned as contravention
if the  competent  authorities  succeeded  in  proving  its  existence.  To  the  luck  of
creative accounting practitioners, it cannot be sanctioned legally. But what about
the ethical viewpoint? This question would be answered separately by each and
every  follower  of  accounting  “doctoring”.  Creative  accounting  is  situated
somewhere on the edge of legality, and consequently we may consider it legal.
Nevertheless,  from  the  ethical  viewpoint  creative  accounting  is  considered
immoral.
In order to put an end to the phenomenon, conceptual frames have been set
(such as IASC), normative acts (such as, in Romania, Law no. 87/1994 for the
eradication of tax dodging, Law no. 21/1999 for the prevention and sanctioning of
money  laundering,  the  Code  of  fiscal  procedure)  and  control  organisms  (the
Financial  Guard).  But  in  spite  of these  efforts,  accountants  continue  to  prove
creative, inventive and full of imagination, demonstrating thus that the accounting
profession is not as deprived of imagination as it is usually considered.
We have to admit that this issue is truly an existing phenomenon and it
should be eliminated. Beyond the fact that the application of creative accounting
influences first of all the  partners who have interests within the company, and
indirectly the competition, by an unfair practice. It is not fair and moral that a
company  benefits  from  certain  advantages  gained  in  a  contestable  manner  and
another society to lack these advantages.
We  have  presented  several  essential  notions regarding  tax  dodging,
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present how fragile the line of creative accounting legality is and how easy it is for
anyone to cross the line of tax dodging.
Although there are always modalities to breach the rules, and the more
complex  these  rules  are,  the  more  creative  the  breaches  become,  one  should
intervene  and  establish  certain  norms  which,  even  if  they  cannot  eliminate  the
phenomenon of creative accounting, they may at least slow it down.
The first thing to do would be to make accounting norms much clearer and
to  limit  as  much  as  possible  the  users’  subjectivism  in  the  interpretation  and
estimation of phenomena.
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